This study analyses the hidden value and value relevance of financial statements pre-and post-IFRS (International Financial Reporting Standards) adoption. Prior studies on IFRS adoption provide conflicting evidence on value relevance. Market-to-book ratio and IFRS adoption value relevance using price is examined for Australian listed firms. Results show that IFRS adoption is value relevant over a longer period of time. Results are opposite for profit-making firms compared to loss-making firms which may explain the conflicting results. In the presence of goodwill, IFRS is not value relevant when post-global financial crisis (GFC) period is included. Market-to-book ratio has increased in the post-IFRS period lowering the usefulness of financial statements. Moreover, results show that macro-economic changes affecting valuation of firms may explain for differences in the results for market-to-book ratio and value relevance in different jurisdictions and time periods.
Introduction
Several studies around the world have examined the benefits of International Financial Reporting Standards (IFRS) adoption. But the results from these studies provide conflicting evidence. This makes it difficult to draw definitive conclusions about the benefits of IFRS adoption. Different regimes have used varying approaches on goodwill recognition prior to IFRS adoption. Therefore, while IFRS adoption had a uniform impact on the way goodwill is reported and impaired, in the pre-IFRS regime, there are differences across jurisdictions that adopted IFRS.
In Australia, a key difference in IFRS is the impairment of goodwill as opposed to systematic amortization as in previous years. This study tries to examine the reason behind the inconclusive results using goodwill and segregation of firms based on profitability as key accounting items. The value relevance of IFRS is analysed over a longer period of time. Moreover, the study examines the usefulness of financial statements pre-and post-IFRS adoption and explores whether the usefulness has increased or decreased over a longer period of time.
Market-to-book ratio of the Standard & Poor's 500 over the past two decades rose from just over one in the early eighties to a peak of six by 2000, falling back to 4.5 by late 2003 (Beattie & Thomson, 2005) . Such large changes in the difference between market value of equity and book value of equity suggest over the last 20 years that the usefulness of financial accounting has reduced significantly. Lev (2002) suggested that the difficulty of valuing firms that deal with concepts, rather than tangible assets and growing size makes an economy more susceptible to Enron type collapses. Lev and Zarowin (1999) provided evidence which indicates that the usefulness of reported earnings, cash flows, and book (equity) values has been deteriorating over the past two decades. This study examines whether IFRS adoption has contributed to the usefulness of financial information by using the gap between book value of equity and market value of equity also measured as market-to-book ratio.
Association between market-to-book ratio and certain firm characteristics is examined for a sample of Australian listed firms in the period pre-and post-IFRS adoption to see whether there is any change in the relevance of key financial information and whether the explanation of the hidden value has changed due to IFRS adoption and change in goodwill reporting. The change in goodwill reporting may be one of the factors that contribute to conflicting results on the value relevance of IFRS adoption. The aim of this research is to examine and explain the hidden value (market-to-book ratio) of a firm and the value relevance of accounting information between pre-and post-IFRS adoption periods. Amir, Harris, and Venuti (1993) used the term "value relevance" in the context of information content of accounting figures. An accounting figure/ratio is value relevant if it has significantly strong association with the stock prices and stock market indicators such as market-to-book ratio. Market-to-book ratio, also commonly known as Tobin's Q, indicates how the market values the book value of a firm. The market value may or may not reflect solely the recorded assets of a firm. A Tobin's Q greater than 1 indicates that the market value is greater than the value of the firm's recorded assets. This means that the market value reflects some unmeasured or hidden assets of a firm which is mainly resulting from investors' perception of the present value of future cash flow of the firm. Accounting standards prohibit the recognition of certain outlays of a firm. Firm spending on advertisements and promotion are expensed in the year they are incurred even though the benefits of such expenditure flow to the firm for several years in the future. Similarly, internally generated goodwill resulting from various reasons inherent to a firm cannot be capitalized even though the firm incurs a lot of expenditures in the process and continues to benefit from that in the future. In this study, the association between market-to-book ratio and firm characteristics closely associated with market value of a firm is examined to understand how well these firm characteristics can explain the hidden value of a firm. The association is examined in the pre-and post-IFRS adoption period in Australia to see whether there is any difference in the association resulting from the changes in accounting standards. A significant change in Australian accounting standards resulting from the adoption of IFRS is one related to recognition and disclosure of intangible assets including goodwill. AASB 138 "Intangibles" is an Australian equivalent of International Financial Reporting Standard (AIFRS). Adoption of AIFRS significantly changed the measurement and recognition practices for goodwill in Australia (Chalmers, Clinch, & Godfrey, 2008) .
Market capitalization of listed firms as measured by quoted share prices is generally higher than the book value of the net assets of listed firms. For many firms, the difference between these two measures is significant. Research suggests that a significant portion of this "gap" may be attributable to the value of unrecognizable "intangible" assets. The difference (gap) may not be wholly due to unrecognisable intangibles. The gap might be linked to tangible assets not being re-valued. The gap is also due to the capital market's estimation of future cash flows and growth potential expected of the firm (Dzinkowski, 2001) . In this study, comparison is made between pre-and post-IFRS adoption for Australian firms, also showing the impact of IFRS on market-to-book ratio.
Investment in research and development (R&D) and advertising often leads to new and improved products and brand recognition, which may benefit a firm for several years into the future. There have been several studies investigating the usefulness and relevance of accounting disclosure for firms with significant amount of unrecognisable intangibles. Amir and Lev (1996) found that earnings and book values for firms with significant levels of intangible assets tend to be excessively understated relative to their market. Since accounting reports do not adequately value intangible assets, their usefulness to investors is severely impaired. Gelb (2002) in his study has adopted a more direct approach and examined whether firms with significant levels of intangible assets choose to subordinate traditional GAAP-based accounting reports to more flexible voluntary supplemental disclosures. His results suggest that firms with higher levels of intangible assets perceive accounting disclosure as a relatively ineffective means of communicating with investors. The results of this study provide further support to previously provided evidence that investors value intangible assets and that market-to-book ratio is lower for firms reporting recognised goodwill. More importantly, the value relevance of financial statements and the explanation of hidden value improvement upon adoption of IFRS are explored.
Results show that IFRS adoption is value relevant in a longer period of time between 1992 and 2010. Results are opposite for profit-making firms compared to loss-making firms when the product of book value per share and earnings per share is introduced in the model. The proportion of loss-making (or profit-making) firms in the sample may explain the contradicting results in some value relevant studies. Moreover, when goodwill, other intangibles and leverage is introduced in the value relevance model, IFRS is still value relevant except when post-GFC period is included in the sample. Results are similar when IFRS is replaced with a year-based continuous variable between 1992 and 2011. Market-to-book ratio has increased in the post-IFRS period. But over a longer period of time between 1992 and 2011, the association with market-to-book is not statistically significant. Macro-economic changes that affect the valuation of firms may explain the reason for the insignificant result. Additional year by year test of market-to-book ratio shows that the negative association between market-to-book ratio and goodwill becomes more statistically significant in the post-IFRS period.
The contribution of this study is twofold. First, it contributes to the previous studies on the value relevance of financial statements and the influence of IFRS adoption on the hidden value of a firm. In this study, different time periods are used along with an introduction of the variables that may have contributed to the change in value relevance. Results change when firms are partitioned into profit-making and loss-making samples. This may explain the conflicting results which can be driven by sample period and types of firms included in the sample.
Second, the study extends prior literature by examining the association in the pre-and post-IFRS adoption and uses intangibles including goodwill to examine the change in market-to-book ratio over a period of time. The results show that market-to-book ratio has increased over the last 20 years but macro-economic developments change the value of firms resulting in the change in the ratio. Moreover, market-to-book ratio has increased in the post-IFRS adoption period.
The findings of this study have implications for accounting standard setters and users of financial statements as to the value relevance of financial statements. Barth, Beaver, and Landsman (2001) concluded that the value relevance literature provides fruitful insights for standard-setting process. The changes in accounting standards upon adoption of IFRS do not lower the hidden value of a firm which suggests that standard setters should think about measurement and reporting of intangible assets such as human capital, currently not permitted. The paper has the following structure: Section two provides motivation of the study. Literature surrounding intangible assets, market-to-book ratio, and IFRS adoption is discussed in section three. Section four describes the methodology and data used in the paper. Empirical results are discussed in section five. Finally, section six summarises the main findings and concludes the paper.
Motivation
Large numbers of financial and non-financial information are value relevant. But differences in book and market value exist which could be due to difference in financial statements' relevance or reliability, or both. There have been a lot of changes in the way a firm is valued over the last few decades. A study published in Personnel Today (2003) shows that book value of an organisation represented approximately 95% of its stock market value in 1978. Today, a high proportion of business market value is driven by intangible assets, such as human capital, which do not appear on the balance sheet. The financial reporting framework has not yet adjusted fully to accommodate this change and currently there is no recognised procedure for organisations to illustrate the return on investment in people. A question naturally arises whether the balance sheet is out-dated given the huge difference between the book value and market value of a firm. Batchelor (1999) suggested that out-of-date accounting methods prevent financial statements from accounting for about two-thirds of the real value of a firm. Many professional accountants and institutional investors suggest preparation of a statement of intellectual capital that would eventually supplement the balance sheet. It would not attempt to explain the entire gap that currently exists between book value and market value, but would provide information on an area of corporate value that is not currently covered in financial statements.
Market-to-book ratio compares a firm's combined tangible and intangible reportable value to market value alone. Australia provides a useful setting to examine the association between market-to-book ratio and firm characteristics alongside the change in accounting for goodwill and other intangibles, being in the forefront of IFRS adoption with a developed capital market. Australian firms were required to adopt IFRS from January 1, 2005 (Shanahan, 2003) . Given that Australian financial reporting has experienced significant change in accounting standards for reporting on intangible assets, it is interesting to find out the differences in market perception of a firm value in the pre-and post-IFRS adoption periods. The outcome of this study will lead to a contribution to knowledge because there is little published empirical research on the manner of financial reporting of intangible assets and its effect on market-to-book ratio in the pre-and post-IFRS adoption periods. The choice of Australia for this analysis is motivated by the work of Daske, Hail, Leuz, and Verdi (2008) . Daske et al. (2008) found that the capital-market benefits occur only in countries where firms have incentives to be transparent and where legal enforcement is strong similar to that in Australia.
The accounting treatment for purchased goodwill is a very controversial topic in the U.K. and the U.S. (Jennings, Robinson, Thompson II, & Duvall, 1996) . In a U.S. Department of Labour's (2003) monthly labour review titled Valuing the Intangibles, Professor Baruch Lev suggests that between one-half and two-thirds of the total market value of publicly held corporations may reflect the value of intangible assets. He found that the market-to-book ratio on average rose from just over one in the early eighties to a peak of six by 2000, falling back to 4.5 by late 2003. In Australia, between 1992 and 2011, the average market-to-book ratio has increased from 2.25 times to as high as 4.34 times and then reduced to 2.56 times in 2011 1 . Lev stressed on forming new standards for recognition of those aspects of intangible investment that should affect the main body of a firm's financial statements for clearly disclosing intangible investments and their impacts. In a similar study in the U.K., Beattie and Thomson (2005) found that the average ratio of market-to-book was 2.52 for FTSE 100 profit-making firms. This meant that around 60% of the firms' value was not reflected in the balance sheet. One of the biggest changes in accounting treatment upon adoption of IFRS in Australia was the requirement for impairment testing of goodwill as against the practice of systematic amortization under Australian Generally Accepted Accounting Principles (AGAAP). In Australia, post-IFRS adoption, goodwill acquired in a business combination cannot be amortised. In accordance with AASB 136 "Impairment of Assets", the acquirer is required to test goodwill for impairment annually, or more frequently if events or changes in circumstances indicate that it might be impaired. Any amount of reduction in goodwill has to be closed to income statement. Duvall, Jennings, Robinson, and Thompson II (1992) found for U.S. firms that in 1970, the accounting practice for purchased goodwill solicited differing reactions due to its amortization requirement. Some saw it as having indefinite life and that it penalizes reported earnings, while some saw it as having a short life and that its wide range of amortization period allows the overstatement of reported earnings. Upon AIFRS adoption in Australia, all firms were required to conduct impairment testing of reported goodwill at least once every year which represents reality more than the previous practice of amortisation. Moreover, Shanahan (2003) commented on bankers and analysts' lack of understanding of the effect that introducing IFRS will have on Australian firms. Callao, Jarne, and Laínez (2007) , in their study of IBEX-35 firms examining the effects of the IFRS, found that the gap between book and market values is wider when IFRS are applied. They also suggested that while there has been no gain in terms of the usefulness of financial reporting in the short term, improved usefulness may be achieved in the medium to long term. Additionally, this study looks at a longer window of time between 1992 and 2011 to analyse the impact of IFRS adoption.
Literature Review

Market-to-Book Ratio and Intangible Assets Reporting
Value creation in a business is driven by the tangible and recorded assets of the firm as well as intellectual capital in the form of human capital, relational capital, and structural capital. These intangible assets do not get recorded in the balance sheet due to reliable measurement issues. Callao et al. (2007) in their study of IBEX-35 firms examined the effects of the IFRS standards on comparability and the relevance of financial statements in Spain. They found that local comparability is adversely affected if both IFRS and local accounting standards are applied in the same country at the same time. They also found that there has been no improvement in the relevance of financial statement to local stock market operators because the gap between book and market values is wider when IFRS are applied.
Ben Naceur and Goaied (2004) reported that earnings and book value are value relevant and found that dividend policy is a signalling device for Tunisian firms but debt and investment policies are not value relevant. The results of segmentation by capitalization show that dividend policy is value relevant only for smaller firms. The dividend coefficient is considerably larger for the medium return on equity (ROE) group and the book value variable is most influential when ROE is abnormally high. Pãstor and Veronesi (2003) developed a simple approach to valuing stocks in the presence of learning about average profitability. They found that market-to-book ratio increases with uncertainty about average profitability, especially for firms that pay no dividends. Gelb (2002) examined whether firms with significant levels of intangible assets choose to subordinate traditional GAAP-based accounting reports to more flexible voluntary supplemental disclosures. His results suggest that firms with higher levels of intangible assets perceive accounting disclosure as a relatively ineffective means of communicating with investors. Gelb's work is of relevance to this research as it shows that if the firm has high levels of unrecognised intangible assets, it is likely to look for other means for communicating the message to the investors as the accounting disclosure is a relatively ineffective method.
Chan, Lakonishok, and Sougiannis (2001) examined the stock market valuation of R&D expenditures to determine whether stock prices fully value firms' intangible assets, especially R&D, when under U.S. accounting standards, financial statements do not report intangible assets and R&D spending is expensed. They found that firms engaged in R&D earn a rate of return that is no different from firms with no R&D. The evidence collected did not support a direct link between R&D spending and future stock returns. There is a restriction as to the amount of R&D that can be capitalized caused by U.S. GAAP. But with R&D, the benefit of such expenditure can only be derived when the development can be taken to the next stage of commercial production. Jennings et al. (1996) examined the extent to which goodwill asset and expense numbers reported by the U.S. firms are valued by investors in determining the market value of a firm. Their results indicate a strong positive cross-sectional association between equity values and recorded goodwill asset amounts, after controlling for other components of net assets. They also found evidence of a negative association between equity values and goodwill amortization, after controlling for other components of expected earnings.
Finally, Kallunki, M. Martikainen, and T. Martikainen (1998) found that income statement items other than "bottom-line" earnings contain useful information when investors are creating cash flow expectations for Finnish firms. The findings of the study further suggest that in none of the various income levels investigated, negative accounting income is significantly and positively related to the market-to-book equity ratios.
IFRS Adoption and Value Relevance of Financial Statements
Improvement in the relevance of financial statements upon adoption of IFRS has long been debated. Prior studies have reported conflicting results on the value relevance of IFRS. Jarva and Lantto (2012) analysed the information content of financial statements based on IFRS in a mandatory adoption regime in Finland. They found that book values of assets and liabilities measured under IFRS are no more value relevant than they are under Finnish Accounting Standards. Clarkson, Hanna, Richardson, and Thompson (2011) investigated the impact of IFRS adoption in Europe and Australia on the relevance of book value and earnings for equity valuation. They found no change in the association between book value, earnings, and price suggesting that IFRS adoption benefits would appear to be limited.
Paglietti ( The results highlight that IFRS adoption increases the combined value relevance of book value and earnings. Chalmers et al. (2008) investigated the association between share prices of Australian firms and capitalised goodwill and identifiable intangibles reported under two accounting regimes. Their results show that AIFRS measured intangibles reflect information useful to investors beyond that provided by AGAAP only for goodwill. Relative to IFRS, AGAAP measures of goodwill are not incrementally useful to investors. Daske et al. (2008) examined the economic consequences of mandatory IFRS reporting around the world. They analyzed the effects on market liquidity, cost of capital, and Tobin's Q in 26 countries using a large sample of firms that are mandated to adopt IFRS. They found that market liquidity increases around the time of the introduction of IFRS. Blanchette (2007) , in an overview of the impact of Canada's adoption of the IFRS on financial statements, stated that IFRS adoption is expected to raise certain differences in the general presentation of financial statements, such as balance sheet and income statement. It is also expected to create changes in asset valuation, liability accounting, equity accounts, and revenue and expense accounting. Hung and Subramanyam (2007) , using a sample of German firms, investigated the financial statement effects of adopting International Accounting Standards (IAS) during 1998 through 2002. They found that total assets and book value of equity, as well as variability of book value and income, are significantly higher under IAS than under German GAAP. But they did not find book value and income to be more value relevant under IAS than under German GAAP.
Armstrong, Barth, Jagolinzer, and Riedl (2006) examined the European stock market reaction to key events predicted to affect the adoption of IFRS in Europe. Their analyses provide evidence that the European equity markets responded positively (negatively) to events that increased (decreased) the likelihood of adoption of IFRS.
Jones and Higgins (2006) conducted a structured telephone survey on adoption of IFRS from 60 firms drawn from among Australia's top 200 firms. They found evidence of strong systematic variation in survey responses with factors such as firm size, industry background, and expected impacts on financial performance, and the general results indicate that many respondents have not been well prepared for the transition and are generally very sceptical about the claimed benefits of IFRS as enunciated in the government's Corporate Law Economic Reform Program (CLERP). Harris and Muller (1999) investigated the difference in market valuation of earnings and book value prepared under IFRS and US-GAAP. They found that the US-GAAP earnings reconciliation adjustment is value relevant and that US-GAAP amounts are valued differently for market value and return models. Hung and Subramanyam (2007) , for a sample of German listed firms, found that total assets and book value of equity are higher under IAS than under German GAAP.
Research Questions, Methodology, and Data
Research Questions
This study addresses two main issues: firstly, the value relevance of IFRS adoption in Australia is examined to explore what may have potentially resulted in conflicting results in prior studies; secondly, to examine whether IFRS and other accounting changes over a longer period of time contributed to reducing/increasing the gap between market value of equity and book value of equity. This will help examine the usefulness of reported earnings and equity in the recent years.
The two main research questions therefore are:
(1) What may be contributing to the conflicting results on the value relevance of IFRS? (2) Have the usefulness of reported earnings and equity, and therefore, the role of accounting numbers in determining the value of a firm improved over the years?
The value relevance of IFRS is further examined by introducing leverage, goodwill, and other intangible assets in the model. Moreover, the sample of firms is segregated into profit-making and loss-making firms to see if profitability may contribute to the conflicting results. The usefulness of reported earnings and equity is examined by using market-to-book ratio to see if accounting changes including IFRS over a period of time helped reduce the difference between market value of equity and book value of equity.
Methodology
Regression analysis is used to examine the association between market-to-book ratio and value relevance of IFRS adoption in the pre-and post-IFRS adoption period. For the purpose of regression analysis, firm-specific variables are required to use as independent variable. Period between 1992 and 2011 is chosen for pre-and post-IFRS adoption examination. IFRS was first adopted in Australia in 2005 (transition period), and improved usefulness may be achieved in the medium to long term supported by Callao et al. (2007) . Roychowdhury and Watts (2007) investigated the relation between two extensively used measures of conservatism: asymmetric timeliness of earnings and the market-to-book ratio. They predicted and observed that when asymmetric timeliness is measured cumulatively over long periods, its relation with end-of-period market-to-book ratio is positive. Further, asymmetric timeliness appears to measure conservatism more efficiently when it is estimated cumulatively over multiple periods. Period between 1992 and 2004 (pre-IFRS adoption) is chosen for the regression analysis to examine the association between market-to-book ratio and test variables immediately before as well as over a longer period prior to the adoption of IFRS in Australia, consistent with Roychowdhury and Watts (2007) to examine the cumulative effect of book value of equity on the price.
The two main models in the paper are the share price model (share price is the dependent variable) and the market-to-book model (market-to-book model is the dependent variable). The share price model is used to test the value relevance of IFRS adoption and to explore the reasons for inconsistent results from prior studies. The market-to-book model is used to address the second question of usefulness of financial statements pre-and post-IFRS adoption. Accounting-based valuation model of Ohlson (1995) is primarily used for value relevance studies. In conducting the analysis of value relevance of IFRS adoption and pre and post comparison, the following linear valuation model similar to Clarkson et al. (2011) With all other measures being similar to the ones in Model (1).
In the above model, value relevance is also analysed with only loss-making and profit-making firms separately to examine whether profitability explains the reason for conflicting results from prior studies.
Market-to-book ratio suggests the difference between the market value of equity and book value of equity, the extent to which the book value of net assets understates the market value of equity. Conservatism in accounting results in higher market-to-book ratio (Ahmed & Duellman, 2007) . Daske et al. (2008) suggested that market-to-book ratio is a more comprehensive measure than the cost of capital. They further suggested that better transparency resulting from IFRS adoption increases growth expectations. Similar to Daske et al. (2008) , market-to-book ratio is used as a proxy for firms' equity valuations and measure of conservatism (similar to Ahmed and Duellman, 2007) .
In the following regression model, market-to-book ratio is the dependent variable:
Following Model (3), year dummy (YEAR) variable is added to the model to see the effect of yearly change. This approach is used to control for time series correlation by adding year fixed effects. In this approach, year dummy variable is added to the model: where LEV is leverage of a firm and is calculated as total assets divided by shareholder's equity of firm i at the end of financial year;
With all the measures as explained previously. In the above model, leverage (LEV) is used as a measure of risk and a control variable similar to Dempsey (2010) .
Since goodwill reporting has been a significant change under IFRS, value of goodwill per share and other intangible assets per share are introduced in Model (6) as follows: All variables are divided by the number of shares outstanding at the end of the financial year similar to Chalmers et al. (2008) .
The two types of models have been kept simple for ease of explaining the conflicting results on value relevance of IFRS adoption and the usefulness of financial reports.
Data Collection
The sample includes all Australian Securities Exchange (ASX) listed firms between 1992 and 2011 3 . For the purpose of consistency, 2011 is used as the main year of listing and the selection of firms in the sample is based on continuous listing from 1989 and up until 2011. All firms were listed and traded at the time of data collection. Financial information is collected from FinAnalysis database. The full sample consists of 17,326 firm years. Of the sample, 2,296 firm years are lost due to missing accounting information on goodwill and other intangible assets leaving 15,030 firm years used in the full model. The mean (median) values have fluctuated across 20 years. Interestingly, and as expected, the market-to-book ratio increased in 2006 to 3.417 (2.060), reaching to 4.343 (2.500) in 2007 which was the highest in 20 years. There was a significant decline in the market-to-book ratio during the GFC period.
Results
Descriptive Statistics
Descriptive statistics of variables used in regression analysis are reported in Table 2 for all the years between 1992 and 2011. MKTBOOK is the ratio of last reported market value of shares and book value of equity for firm i; GW is reported goodwill of firm i divided by the number of shares; O_INT is reported intangible asset other than goodwill for firm i divided by the number of shares; EPS is the earnings per share of firm i; PRICE is the price per share of firm i; Market capitalisation is market value of equity for firm i; LEV is the ratio of last reported total liability and equity of firm i; BVPS is the book value of equity divided by the number of shares for firm i; hidden value is the difference between market capitalisation and book value of equity for firm i.
The mean (median) market capitalisation of all firms across 20 years is $919m ($23.23m) with the minimum being as low as $65,000 and the maximum being $224,260m. The mean (median) price per share is $1.8224 ($0.30). The EPS mean is $7.447 but the median EPS is a negative of $0.50, suggesting more than half of the sample firms during the period are loss-making firms. The book value per share (BVPS) mean (median) is $0.998 ($0.19) with a standard deviation of $3.343. The market-to-book ratio (MKTBOOK) mean (median) is 2.4618 (1.5) with a minimum of as low as 0.01 and the minimum at 80 times. The hidden value per share (PRICE minus BVPS) has a mean (median) of $0.8241 ($0.06) with the mean being very close to the mean of book value per share.
Other variables used in the study are leverage (LEV) with a mean (median) of 1.803 (1.3), goodwill per share (GW) with a mean (median) of $0.15 (0.00). The total goodwill has a mean of $70.71m with more than half of the firms (out of 15,030) with no goodwill. The standard deviation of goodwill is $663.49m and the third quartile value of goodwill is only $1.49m. Intangibles other than goodwill have a mean (median) of $62.11m (0.00) and the intangibles per share (O_INT) mean (median) is $0.095 (0.00). Descriptive statistics suggest that around 25% of the book value per share comprises of intangible assets on average during the sample period.
Multivariate Results
In this section, results of multivariate regression are discussed. Table 3 reports the results of Model (1) where price is regressed on book value per share, earnings per share, and IFRS adoption dummy. In panel A of Table 3 As expected, the results for BVPS and EPS are statistically significant with a p-value of less than 0. The adjusted R 2 of the model is 0.6264 with F-value of 9,684 which is significant. But the IFRS dummy is not significant with a t-value of only 1.5. Panel B of Table 3 reports the results where years 2010 and 2011 are taken out from the sample. As a result of that, the independent variable IFRS_Adopt is significant with a p-value of only 0.003. Even if only the year 2011 is taken out from the sample, IFRS variable is significant at the 5% level with a p-value of 0.0336 as reported in panel C of Table 3 . The results of Table 3 suggest that IFRS adoption has been value relevant in the case of Australia. The different results (if any) reported are driven by the impact of the events in 2010 and 2011 on the financial numbers of the firms in the sample period. If 2010 and 2011 years are excluded from the study, the result for IFRS adoption is statistically significant.
Results of Model (2) are reported in Table 4 where IFRS has been replaced by the product of book value per share and earnings per share to examine the incremental impact of book value and earnings per share. The results are presented in three panels, with panel A reporting results of the full sample of 17,326 firm years.
In panel B, results for loss-making firms are reported and in panel C, results for only profit-making firms are reported. Since a large proportion of Australian firms are loss-making, it is interesting to see how results change depending on whether the firms are profit-making or loss-making. In panel A, results of full sample of 17,326 firm years are reported. Price is negatively associated with the product of BVPS and EPS (BVPS*EPS) with a t-value of -11.88. The results are different from Clarkson et al. (2011) because they found a positive association. This contradiction in results can be explained by separating the sample firms into loss-making and profit-making for analysis 4 .
Panel B of Table 4 reports the results for only loss-making firms across 20 years. As expected, the t-value of independent variable EPS is negative and significant at -8.33. But the product of BVPS and EPS (BVPS*EPS) is positive with a t-value of 60.88.
Panel C reports the results using only profit-making firms across 20 years. The results are opposite to what we get using only negative EPS firms. The BVPS*EPS variable has a negative coefficient with a t-value of -19.32. Table 4 suggest that negative or positive earnings of a firm have a big influence on the value relevance of accounting numbers. This may also explain the reason why Clarkson et al. (2011) found different results across different countries they examined as the weightage of loss (profit) making firms in the sample will differ across countries. Tables 5 and 6 report results of multivariate regressions using market-to-book ratio (MKTBOOK) as a dependent variable. In Table 5 , panel A reports the results for BVPS and EPS as independent variables. Market-to-book ratio is negatively associated with BVPS and positively associated with EPS as expected. The adjusted R 2 is very low at 0.0034, but the F-value at 30.26 is significant. In panel B, results have not changed for BVPS and EPS, compared to those reported in panels A and B. But the YEAR dummy variable is not significant, suggesting over a period of 20 years, market-to-book ratio has not necessarily gone up every year. The reason behind this is more likely the economic cycle that significantly determines how firms are valued.
Results of
In panel C, leverage and IFRS adoption dummy are introduced. The result for BVPS and EPS is still significant simple to the results reported in panel A. Leverage is significant with a t-value of 16.51. IFRS dummy is also significant at the 2% level with a t-value of 2.39. Results for IFRS adoption suggest that, compared to pre-IFRS adoption period, in the post-IFRS adoption period between 2005 and 2011, the market-to-book ratio has increased.
In Table 6 , a result of the full model is reported with BVPSAdj, EPS, GW, O_INT, LEV, and IFRS_Adopt as independent variables. Results are reported in three panels with different periods in analysis. Panel A reports the regression results of the full sample of 15,030 firm years between 1992 and 2011. MKTBOOK is significantly and positively associated with EPS and LEV at the 1% level as expected. The association between MKTBOOK and BVPSAdj, GW, and O_INT is negative and significant at the 1% level. The t-value for IFRS_Adopt is also significant at the 1% level suggesting that the gap between book value of assets and market value has increased post the adoption of IFRS. The result for IFRS adoption is similar to the results from the value relevance model. The F-value of the model is 66.12 and adjusted R 2 is 0.0253.
In panel B of the model, market-to-book ratio is analysed between 2003 and 2007. Results are very similar to those reported in panel A of Table 6 except for goodwill which is now significant with a p-value of 0.0289. The main reason behind this change can be the adoption of IFRS which has resulted in significant change in the way goodwill is reported (from an amortisation regime to an impairment regime).
In panel C of the table, IFRS_Adopt is replaced with YEAR dummy variable to examine the impact on market-to-book ratio over a period of 20 years. The association between MKTBOOK and BVPSAdj, GW, and O_INT is negative and statistically significant at the 1% level. The association is positive and significant with EPS and LEV. But the association between MKTBOOK and YEAR dummy variable is not significant in 1992, 1993, 1994, 1996, 1997, 1999, 2001, 2002, 2003, 2008, and 2010 . The association is negative and significant in 1995, 1998, and 2009 and positive and significant in 2000, 2004, 2005, 2006, and 2007 . The results suggest that market-to-book ratio has not gone up gradually every year. The macroeconomic changes that significantly affect the valuation of listed firms may explain the difference in results across the years.
Additional Tests
Additional tests are conducted, the results of which are reported in this sub-section. In Table 7 , results are reported for a full sample of 15,030 firm years with share price as a dependent variable. The association between PRICE and the independent variables BVPSAdj, EPS, GW, O_INT, and LEV is positive and statistically significant at the 1% level as reported in panel A of Table 7 . But the association with IFRS_Adopt is negative and significant. This suggests that over a longer period of time, the impact of IFRS adoption has been negative. The adjusted R 2 of the model is 0.656 with the F-value of 4,777.24.
In panel B of Table 7 , results are reported based on a shorter time period between 2003 and 2007. The results are similar to those reported in panel A for all the variables except for IFRS for which the association is positive and significant at the 1% level. In Table 8 , results are reported with price as a dependent variable. The IFRS_Adopt variable has been replaced with a YEAR dummy variable, with all other variables similar to those reported in Table 7 . The association between PRICE and the independent variables BVPSAdj, EPS, GW, O_INT, and LEV is positive and statistically significant at the 1% level. But YEAR dummy variable is positive and significant in 1997, 1999, 2000, 2001, 2002, 2006, and 2007 . The economic cycles that significantly determine how firms are valued may explain the significant results in these years. The results suggest that after controlling for all other variables, price has only done down over a period of time between 1992 and 2011.
In Table 9 , results for simple valuation model are reported for every year between 1992 and 2011. Share price is significantly and positively associated with BVPS and EPS at the 1% level for all the years. In each of the years, F-value is significant and the adjusted R 2 is high ranging from as low as 0.5613 in 1994 to 0.8454 in 1997. In Table 10 , results are reported for year in the model where the dependent variable is market-to-book ratio and the independent variables are BVPSAdj, EPS, GW, O_INT, and LEV. The coefficient on BVPSAdj is negative in all of the 20 years as expected but is not statistically for the period between 1992 and 1998. In 2004, the significance for BVPSAdj is at the 10% level and in 2005 at the 5% level. For all other years, the p-value is less than 1%. Results suggest that, over a period of time between 1992 and 2011, the market-to-book ratio has increased.
The coefficient for EPS is positive for 17 years and negative for 1993, 1994, and 1998 
Conclusion
Prior studies on value relevance of IFRS adoption have provided conflicting results in different jurisdictions. The reason for the different results can be contributed to sample size, period of analysis, type of firms, and jurisdiction-based differences. Moreover, the market value of a firm may or may not reflect all the recorded values of a firm due to the existence of unrecognizable or hidden assets of a firm. An association between share price and book value of equity and earnings per share is examined between 1992 and 2011 by looking at pre-and post-IFRS adoption periods. Market-to-book ratio of a firm and financial characteristics is examined to understand the effect of IFRS adoption in an Australian setting and to reexamine the value relevance of financial statements over a longer period of time.
Results show that IFRS adoption is value relevant when the adoption period is partitioned between 1992 and 2004 (pre-IFRS adoption period) and 2005 and 2010 (post-IFRS adoption period). But when the product of book value per share and earnings per share is used in the model, the results are opposite for loss-making firm compared to profit-making firms. This may explain some of the conflicting results from prior studies, suggesting the partition of firms based on profitability. The analysis shows that market-to-book ratio is negatively associated with BVPS and positively associated with EPS as expected. While market-to-book ratio has not gone up over a period of time (due to macro-economic changes), the ratio has increased in the post-IFRS adoption regime after controlling for leverage. Results change with change in t-value when goodwill and other intangible assets are included in the model, when looking at different time periods. Overall, the association remains negative and significant. Macro-economic condition is also responsible for changes in results across the time period suggesting that this may also have had an impact on conflicting results reported in prior studies.
The results of the study show that, while financial statements have become more value relevant over a period of time, the valuation changes due to macro-economic changes which changes the market-to-book ratio significantly. Results also suggest that increase in market-to-book ratio has reduced the significance of reported assets and liabilities in the balance sheet which questions the role of accounting standards in determining the value of firms. The implication of the study is that we need to consider changes in accounting standards which will increase the importance of book value of assets and reduce the gap between market value of equity and book value of equity. Other option is to explore means by which firms are able to report items like human capital, spending on advertising, business process improvement expenditure, and other expenses separately, which have long-term value implication but are currently expensed as per the requirement of IFRS.
